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JenniferyAwkard;
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Agenda

ntroduction




Qur.focus for.improvements intheHECNMIPTOCESS
Consolidate, integrate and automaie alllHECM
functions into one seamless eNndro-end pPrecess

Adc
Adc

Rec

Goals

ress concerns identifiec | 0y auditers
ress Industry standards and REStPIaclGeES

uce erroneous data caused by muliipleidaia

entry points, several efiwhichare manual




g Objectives

Automate manual Processes
Integrate functions to Improve intereperantlity;
Strengthen funds control,‘ ACCOUNLNYGIGRErations;
and financial reporting

Improve reporting capabilities o tie pENipITantce:
of the HECM program



g Benefits

A HECMIService Provider WiIII

Automate interfaces for improvedireporting

i
Provide timely support for financialistatement:

audits at both the FHA and HUDieve!
A
Streamline fragmented functions;and auiormiate

manual business pProGCesses



Initial Timeline

Defirje, Evaluate

date Plans

oo

07/01/09" VL/UdVLY U/7/01/10



HECM Service Provider
Procurement R-2009-HR-00073

HECM Overview,
Ed nJJm




HUD’s Financial Management
of the HECM Program

HUD does not lend money:
private lenders against losse

Encourages lenders to offer

Offers highly competitive lim
advances

Protects borrowers from |
advance funds

Risk levels managed by
advances to borrower

Cost of insurance pai
assessed on all bor



Concept of Principal Limit

Principal Limit Factor Times Adjusted P
(Maximum Claim Amount) Sets Each H
Principal Limit
Factor is Like a Maximum Loan-to-Valu
Factor Varies by Interest Rate and Borr

Contains Imbedded Actuarial Assumﬁ
Loan Termination Rates
House Price Appreciation
Upfront and Annual MIP

Principal Limit Factors were DeS|g‘

Principal Limit Controls the Amot
Advances on a HECM

Net Present Value of All Cas
Principal Limit

Once Borrower Reache



HECM Principal Limit Factors

for Selected Ages and Interest Rates

Interest Age of Borrower at L|0
Rate * 65

7.0%

8.5%

10.0%

* Expected Rate ( e.qg.,



How Principal Limit Factors
Determine Payment Limits

75 Year Old Borrower and 7 Percent Exp

Appraised Value & Maximum Claim
Times Principal Limit Factor

Initial Principal Limit

Less:
Upfront Premium
Loan Closing Costs
Senicing Fee Set Aside
Initial Cash to Borrower

Net Principal Limit

Maximum Monthly Tenure P
(Without a line of credit)

Maximum Line of Credi
(Without monthly pay



| o
m HECM Program Statistics
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Most HECMs terminate without a claim

Some HECMs will terminate with a claim
nefore assignment (Shortfall from sale of
oroperty)

f loan balance reaches 98% of Maximum
Claim Amount, loan iIs assigned to HUD

The number of loans insured each year
has increased from 157 in 1990 to over
112,000 in 2008

Total insured loans exceeds 450,000 today

Between now and 2025, individuals in the
HECM eligible age groups are projected to
Increase significantly




What the Future May Hold
Rising Demand
According to the 2005 American Hou

17.8 million US homeowners hea
age 65+

14.8 million are potential HECM
12.1 million had no mortga

2.7 million had mortgage |
home value

Between 2005 and 2015 Joint C
Studies of Harvard University

Owner households ages
53%

These are the first of
boom” generation
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g General Origination Data

Origination Loan-Level D
I
Borrower Characteristi
Property Characteris |
_oan Characteristic
_ender Informatior
Origination Func




g Borrower Characteristics

Loan-level Data Collection
Mortgagor and Co-Mortgagors’
Date(s) of Birth, Death "
Age(s)

Ethnicity

Gender(s)

Title Held As

Address of current princi
Prior FHA insured mo
Borrower’s Power o
Borrower’s Trus



Property Characteristics

Loan-level Data Collect
Property Type

Manufactured Home
Modular Home
Condominium Unit
Co-operative Unit
Townhouse ‘
1-4 Detached Si
Attached & Se



Loan Characteristics

Loan-level Data Collecti
Transaction Type
HECM for Purchase
Traditional HECM
HECM to HECM Re
Product Type '
Fixed Rate Mortga
ARMs i
CIosed-EndI
Open-End
ARM Index |
CMT
LIBOR
ARM Periodic A
Monthly




PN
“ Origination Functions 23

Data Transfer from CHUMS/FHA Connection
Check Borrower SSN for duplicate case number
assignment and property address
Validate SSN and Date of Birth to verify eligibility

Loan Set-Up

Check eligibility of property type per transaction type

Establish set-up of set asides for repairs, property
taxes and insurance

Validate case status if not endorsed within prescribed
timeframes and make notification(s)

Properly validate payment of MIP
Track loan status during mortgage life-cycle



g Origination Functions

Payment Options & Draw

Types

Term, Line of Credit, Te
Line of Credit, Combo T

Distribution frequencie
Calculation of princip
Plan changes |
Capture set aside
Payment of mon
Tracking mont



Loan Calculations

g Origination Functions

Accurately calculate Principal
Capture and retain all princi

Effectively determine Maxim
(MCA) by lesser of sales pri
value, or FHA mortgage lim
residence

Capture and retain pre
loans, which prevents




g Lender Information

Using the FHA Mortgagee ID

data pertaining to case num

and the various lender cat
Sponsor
Originator

Servicer
Sub-Servicer

Investor (Note Holder
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L.oan Servicing
Colleen Weiser;
Asset Management




General Servicing Functions
by Servicers

Schedule Payments |

Process Line of Credit Req
Process Repayment

Track Payment Disbursemen

Track Payment Plan and Intere
Generate Statements of Account, An
Track Payments and Interest, Mi
Collect Payment for Taxes and |nSl|J

Perform Occupan
Track Property Maintenance
Process HUD Assignment O



)
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i Disposition of Insured HECMs
(by the servicer)

When loan becomes due and payable under terms
of the mortgage, servicer must allow borrower or

>

estate to sell property, if they so desire, or it may be

deeded back to the servicer, if the title Is clear

If property is not sold or deeded to servicer, servicer

will initiate foreclosure and bid lesser of appraised
value or full debt at foreclosure sale

If property is vacant during this process, servicer IS
responsible for preserving and protecting it

If servicer is successful bidder, they must dispose
of property and only file a claim on the FHA
iInsurance for any shortage after sales proceeds are
applied to loan balance




N2
m Assignment to HUD 30

»Servicers have the option to assign a mortgage to HUD
when the outstanding loan balance reaches 98% of the
Maximum Claim Amount, or if the next payment, when
added to the outstanding balance, would equal or
exceed 98% of the maximum claim amount, provided all
other HUD criteria is met:

»The Servicer must be current in making payments to
the borrower

»The Servicer must be current in making payments to
MIP, including interest and late charges, if any

»Title must be clear and marketable

»The loan may not be in a due and payable status




Assignment is Optional

To re-iterate, assignment is not a

It Is an option that allows servi
In regions where property valu
support additional balance In

Some servicers elect not to

Once HUD accepts assi '
services the loan und
lenders |



)
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‘< Disposition of Assigned HECMs
(by HUD)

When the loan becomes due and payable under the
terms of the mortgage, HUD acts much the same as

the servicer.

There are two exceptions:

If the property is vacant, HUD is responsible for
preserving and protectlng it through its Marketing
and Management (M&M) contractor

If HUD is the successful bidder, the property is
conveyed to the Real-Estate Owned (REO) division
for disposition through the M&M contractor

>

These are the only instances in which HECM loans
fall under the responsibility of HUD’s REO division
—the SP will need to be able to track the properties
through the sales process
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g Claims Overview

Currently a manual process

One claim form (HUD-2701
claim types

Each claim is verified bas
required documentation
compliance |

Once verified each clal
Access application




g Claims Overview

Five types of claims that a mor

Demand Assignment
Foreclosure/ Deed-in Lie
Optional Assignment
Mortgagor’s Sale

HECM Supplemental



Claims Statistics FY2008

Claim Type Cases
Demand Assignment 0
Foreclosure/DIL (21) 546
Optional Assignment (22)

Mortgagor’s Sale (23)
Supplemental (24)

FY 2008 Totals



Requirements for Claim Type 20
Demand Assignments

HUD 27011, Parts A-E

\
with original or approved electronic
allowed) .

Original Mortgage Insurance Certifica
acceptable forms of proof of insuran

Original title approval letter
Copy of Demand Letter

Note: Claim must meet all timer
debenture interest.
If deadlines are not me



Requirements for Claim Type 21
Foreclosure or Deed-in-lieu

HUD 27011, Parts A-E

with original or approved electronic
allowed)

Original Mortgage Insurance Certificat
acceptable forms of proof of insuranc

Copy of full appraisal
Copy of the signed HUD-1 Settlemen
Copy of all invoices/documents to s

Note: Claim must meet all time re
debenture interest.
If deadlines are not met,



Requirements for Claim Type 22
Optional Assignment

HUD 27011, Parts A and B

with original or approved electronic
allowed)

Original Mortgage Insurance Certificat
acceptable forms of proof of insuranc

Copy of the loan history that shows t
Title Submission Certification

HECM Assignment Submission Cer
Copy of the assignment to HUD

Note: Claim must meet all time re
debenture interest. .
If deadlines are not me



Requirements for Claim Type 23
Mortgagor’s or Estate Sale

HUD 27011, Parts A-E

with original or approved electronic
allowed)

Original Mortgage Insurance Certificat
acceptable forms of proof of insuranc

Copy of the loan balance history
Copy of the full appraisal
Copy of the HUD approval for short

Note: Claim must meet all time re
debenture interest.
If deadlines are not met,



Requirements for Claim Type 24
Supplemental Claim

HUD 27011, Parts A-E

with original or approved electronic
allowed)

All receipts/documentation to suppor
being claimed

Copy of the original claim

Note: Claim must meet a 6-mont
supplemental claim will
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Accounting

'l 4
Deborah To5ikIo;
Office ofithe

FHA Comptroller



Accounting

The HECM 'SP must record/all /applicainie
accounting transactions accordingito)

federally accepted accounting standards
(laws, regulations efc)

United States Standard General lledgeraceounts:
(USSGL)
Federal Generally Accepted /Accounting BrinGiples
(F=PJETAVA R
Federal Credit Reform Act:6fi1990



Accounting Objectives

At amimmum, the BSP should:

ODbtain, store and display financial informationabouti @i
Premiums, HECM Claims, HECM Notes and HECM 1oreclosead
properties acquired by or in custody ofiHUD

Track the status of HECM premiums, Glaims,and netes:
Proyvide support for. accounting operatio 0 EHA
Process HECM collections and disbursements via ireasury;
commercial banks (e.g. Lockboxes and Zere BalanGe AGGOUns)
or, other. systems (e.g. Pay.gov) -
Provide the capability to exchange datawith'anumbereiilun)
and non-HUD systems (e.g; Treasury and/commercialianks)y
including the existing FHA Subsidiary/l.edger,onaaaiynasts
Provide user-friendly navigation for-users at all skill Ievels
Strengthen funds control i

Strengthen accounting operations:
Strengthen reporting



Benefits

The BSP will

Capture transactions and update the Generalllledger;
daily
Automate interfaces to other, FHASystems:

Proyvide timely support fordfinancial statementiaudisiat:
both the FHA and HUD level|
Automate manual businesI  PTOGESSES



S

Accounting Activity

Maintain Accounting of Case Inventory ,'
Establish and Age Receivables, Receive nd Jgst Collectionsand.
refunds
Prepare Payables and Post Disbursements
Maintain HECM Subsidiary Ledger

Produce subsidiary reports to support daily andimoentnly;
reconciliations to the General LL.edger;

Alllaccounting activities should be recorded usingthe Gorrecticharifields:

Case Number
Section of the Act (SOA)
Fund
Endorsement Date
Cohort Year
Vendor Category
Case Status
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Reporting
Karen Chang;
Office of'Evaluation




g Reporting Requirements

The HECM SP solution will:

Maintain and improve the H
database

Be the primary data source
model analytics, reports |
external to HUD, and ad |

Ensure consistency an
across numerous data



Purpose of HECM Loan Database

Central Repository for all HECM loan level

Single Family Data Warehouse — HECM C
Claim Detail, HECM Transaction Record, |
borrower

SAMS Conveyance and SMART Notes
Macroeconomic Data

Consolidates the data input using SA
Processes the data for reporting and
Ensures consistency across data s

Provides output tables used to cal
in-force, assignments, survival
other loan performance assum




Input Data

Single Family Data Warehouse
HECM Case Detail — Case level data
HECM Transaction Record — Trans:
HECM Claim Detail — Supporting

IDB1 — An integrated database of
which includes informational d
frequently used attributes for b.
Family loans

IDB1 Co-borrower — Contains
support IDB1



Input Data - continued

MS Excel Files
SMART Notes Report — Nationa
SAMS Conveyance Report — HL

Macroeconomic Data
OFHEO
Historic House Price A
Global Insight
1 and 10-year Trea
Projected House



Post-Database Flow 52

ﬁ Pre-Database Flow

Data Source Data Source

Liability and CSREstimates Liability and CSR Estimates



Macroeconomic Data:
Global Insight 1-year interest rate
(Historical and Projected); Projected HPA
OFHEO House Price Appreciation
(Historical HPA)

FY 2008 Cash Flow Model
Process Flow

Single Family Data
Warehouse:
HECM Case Detalil
HECM Claim Detall
HECM Transaction Record
IDB1
IDB1 Coborrower

HECM Loan Database:
Central repository of HECM
loan data
Business logic used to
process / consolidate data

Data Extraction:

Calculate the Data Elements Used In the

HECM Cash Flow Model.
Actual and Projected loan data.
Tool: SPSS software

Automated HECM Cash Flow Model

Data Population

Tool: Visual Basic Software (VBA)

Liability Estimates:
Calculation of LLG, CSR and LLR

MS Excel Data Tables:
SMART Notes Report
SAMS Conveyance Report




g Data Availability & Reporting

Office of Evaluation (OE) receives
guestions from Management, OM
and Congress

OE staff have to analyze HECM
guickly (most requests are turn
days) ‘
HECM data used for analysis
accessible to OE staff

Recurring requests shoulc
reports
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